Abstract
The most business entities in Europe are small or medium-sized enterprises (SME), which have a legal obligation to prepare fi nancial statements in accordance with a set of accounting principles accepted in their country. Those statements are available to creditors, suppliers, and national governments but they could be badly understandable to creditors, suppliers and subjects in other countries. This is a great obstacle of their activities in the EU internal market. The existence of 27 different national accounting systems in the EU can be held for the most important obstacle. There are many ways how to develop compatible accounting standards for SMEs but the most significant activity in this fi eld is the research project of IASB (International Accounting Standards Board). IASB has developed IFRS (International Financial Reporting Standards) . Even though IFRS are suitable for all enterprises, their application in case of SMEs would be very expensive and could signifi cantly increase compliance costs of taxation. This development has not been fi nished yet and there are still some problems which need to be solved before the introduction of accounting standards to the public. The research has shown that IFRS for SMEs should be used mainly by the entities which do not have public accountability -i.e. that its equities are not publicly traded and do not hold assets in a fi duciary capacity for a broad group of outsiders. This paper discusses those IFRS modifi cations, which should be done in case of SMEs
Small and Medium-sized Enterprises (SMEs), International Financial Reporting Standards (IAS/IFRS), harmonization
Only 0.20% of all business entities in Europe are large enterprises. The rest are small and mediumsized companies (SMEs). Basing on the newest statistics, there are about 23 millions SMEs operating in 25 EU member states. These companies are providing 66% of jobs in the EU (source Eurostat; Table 1 ). SMEs are considered to be the key factor of economic growth and employment in the EU. They are socially and economically important and represent 99% of all enterprises in the EU. In the last ten years, they have received a great attention in the EU. A new Recommendation 2003/361/EC regarding the SME defi nition was adopted in May 2003. This document categorized SMEs into three groups:
• Medium-sized enterprises with less than 250 employees and the turnover below € 50 million and/or balance below € 43 million; • Small enterprises with more than 50 people and the turnover below € 10 million and/or balance below € 10 million; The increase in the importance of SMEs in EU economy has forced the Commission to work on studies COM(2001)582 fi nal and COM(2005)532 fi nal in that area. These studies have dealt with the position of SMEs in the Internal Market and have identifi ed the obstacles, which these types of enterprises are facing while operating in the Internal Market. As compared with large enterprises whose accounting system is harmonized by IAS/IFRS, the existence of obstacles (mainly in the form of 27 different accounting and tax systems which generate disproportional high compliance cost for SMEs) is the main reason why SMEs are less involved in the cross-border activities and that they less operate in the Internal Market (European Commission, 2003) . The studies have revealed that SMEs operate mainly in the domestic market. It seems to be obvious that the higher involvement of SMEs in cross-border activities and their increased operation in the Internal Market could improve their competitiveness and performance. This could remarkably infl uence the economic growth as a whole.
Benefi ts of global accounting standards for listed companies are obvious above all in the globalized financial market.
Is it necessary to develop special global fi nancial reporting standards for SMEs? The benefi t of global fi nancial reporting standards is not limited to enterprises whose securities are traded in public capital markets. Small and medium-sized enterprises -and those who use their fi nancial statements -can benefi t from a common set of accounting standards different from full IFRS:
• Users may have less interest in some information in general purpose fi nancial statements prepared in accordance with full IFRS than users of fi nancial statements of publicly traded entities (users of financial statements of SMEs may have greater interest in short term cash fl ows, liquidity, balance sheet strength and interest coverage or they may need some information that is not ordinarily presented in the fi nancial statement of publicly traded companies.
• Differences between full IFRS and IFRS for SMEs must be determined on the basis of users´ needs and cost-benefi t analyses (the benefi t of applying should exceed the cost). Global accounting standards for general purpose financial statements and the resulting comparability are especially important when those outside investors are located in a different jurisdiction from the entity and when they have interests in other SMEs • Global standards also improve consistency in audit quality and facilitate education and training On the other hand: • Good accounting and more disclosure add to SME burdens, rather than reduce them • SMEs are often concerned about the competitive harmfulness of greater transparency.
The aim of the article is concerned with the possibilities of harmonization of 27 different accounting systems used by SMEs in the EU, because the existence of 27 different accounting systems is one of the most signifi cant obstacles in cross-border activities for SMEs. The paper is concerned with possible ways of accounting harmonization in the EU and all over the world. The great deal of attention is paid to the most probably ways of the SME accounting harmonization -the IAS/IFRS modifi cation. There are used IFRS as a starting point for their possible modifi cation (simplifi cation of standards or omitting standards) in the case of SMEs in this paper.
THEORETICAL BACKGROUND
The efforts to unify accounting systems of the Member States are connected with the establishment The possible ways to IFRS (International Financial Reporting Standards) International Accounting Standards Committee (IASC) has played a very important role in the area of accounting harmonization since 1970s. The aim of the Committee was to elaborate and publish international accounting standards for the use in published fi nancial statements of business companies. IASC was followed by International Accounting Standards Board (IASB) which was asked to create unifi ed International Accounting Standards (IAS). In 2003 its name was changed to International Financial Reporting Standards (IFRS) and the main accent was placed on the data interpretation in the form of fi nancial statements. All publicly traded companies have been obliged to prepare their consolidated accounts in conformity with a the IAS/IFRS in accordance with Regulation ( At present, the directives connected with accounting are undergoing a revision. The aim is to adapt the directives to the requirements connected with the internalization of business environment and also to harmonize the directives with IFRS (there is EU harmonization in the form of directives and international harmonization in the form of IAS/IFRS) and to cover the areas which are not solved by IAS/IFRS.
The situation is solved for large publicly traded companies in the area of accounting harmonization. However, the situation in the area of SMEs has not been satisfactory solved yet.
METHODOLOGY
There are some approaches towards accounting standards for SMEs development.
Firstly, specifi c accounting standards for SMEs should be developed. This should refl ect the specifi c needs of users of SMEs accounting information and defi ne the new accounting frame (Ernst & Young, 2002) . This effort is represented by the Association of Authorized Accountants in Hong Kong. The proposal of special standards for SMEs was published by this organization in 2004
1 . This solution seems to be suitable form the cost and contribution point of view, but there are certain diffi culties connected with the transition from these standards on IAS/IFRS.
Secondly, there is an effort of Intergovernmental Working Group of Experts on International Standards of Accounting and Reporting (ISAR) by United Nations Organization in Geneva (Kovanicová, 2005) . It is the signifi cant effort to unify fi nancial reporting harmonization all over the world. The concept of financial accounting and reporting small and mediumsized enterprises, which should be:
• simple and friendly for users, • providing information useful for decision making, • standardized, • fl exible and adaptable to the growth of enterprise size.
This concept is based on the three doors accounting framework, which defi nes three levels of enterprise size:
• Level I -Public interest enterprises, which are obliged to use full IAS/IFRS, • Level II -Middle-sized enterprises, owners need reliable information on enterprise, fi nancial statement should be prepared in accord with simplifi ed IAS/IFRS • Level III -Small enterprises, owners are managers enterprises, fi nancial statements should be based on accrual principles.
The most signifi cant approach to accounting standards for SMEs development is the activity of IASB (International Accounting Standards Board) in London. In 2001 the International Accounting Standards Board was authorized to develop internationally acceptable accounting standards for companies, which are not obliged to prepare fi nancial statements in accordance with IAS/IFRS.
In 2004 was published a Discussion Paper Preliminary Views on Accounting Standards. The Board received 120 responses which showed the clear demand for simplifi ed International Standards for SMEs and preference to adopt the IFRS for SMEs rather than locally or regionally developed standards. The most signifi cant reason is easier transition on full IFRS in a case of entry the capital market.
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This paper is concerned with possible ways of transformation of the full IFRS for SMEs.
• The description of full IFRS was used, it is the basic method, which enables the precise identifi cation a description of researched phenomenon, this helped to classify the information in order to reach the higher level of structure and transparency of individual information basis.
• The analyses method was used for identifi cation of areas for modifi cation. The analyses method was followed by the method of synthesis, the individual standards were analyzed, what lead to the possible transformation of individual standards for SMEs.
• The transformation was done in two ways: by simplifi cation of full standard or omitting of irrelevant standard for SME.
RESULTS
The International Accounting Standards Board (IASB) has been working on the project to develop accounting standards suitable for enterprises that are not obliged to prepare fi nancial statements in accordance with IAS/IFRS since 2004. There were defi ned enterprises which should prepare their fi nancial statements in accordance with IFRS for SMEs 2 . These enterprises were defi ned by IASB as enterprises that:
• Do not have a public accountability (not publicly traded, not a fi nancial institution), • Publish general purpose fi nancial statements for external users.
An enterprise has a public accountability if: • It has fi led, or it is in the process of fi ling, its fi nancial statements with a securities commission or other regulatory organization for the purpose of issuing any class of instrument in a public market.
• It holds assets in a fi duciary capacity for a broad group of outsiders, such as a bank, insurance company, securities broker, pension fund, mutual fund or investment banking entity.
• It is public utility or similar entity that provides an essential public service.
• It is economically signifi cant in its home country on the basis of criteria such as total assets, total income, number of employees, degree of market dominance, and nature and extent of external borrowings.
This group of enterprises is referred as Small and Meidum-sized Entities (SMEs). The IASB defi nition of SMEs does not include quantifi ed size criteria for SMEs determination, because those standards could be used in over 100 countries. It is not feasible to develop quantifi ed tests that would be applicable and long-lasting in all these countries. In deciding which entities should be required or permitted to use the IFRS for SMEs, jurisdiction may prescribe quantifi ed size criteria in each particular country. Despite this fact, the IASB approach focuses on "the typical SME" with about 50 employees. It is a quantifi ed size test for defi ning SME but, rather, to help it decide kind of transactions, events and conditions that should be explicitly addressed in the IFRS for SMEs. There could be any problem, because IFRS for SMEs could not be suitable for very small entities (micro entities). This kind of entities prepares fi nancial statements only for taxation purposes. The organization of IFRS for SME should make easy for micro SMEs to identify those aspects of standards that are relevant to them. This approach might result in relatively low costs to SMEs in preparing fi nancial statements in accordance with IFRS for SMEs.
The effort of IASB was competed by preparation of the Exposure Draft of IFRS for SMEs for public comments in February 2007.
The objective of the IFRS for SMEs
The aim of the proposed standard is to provide a simplifi ed, self-contained set of standards, based on full IFRS, which were developed primarily for listed companies.
There is designed to apply to the general purpose fi nancial statements and other fi nancial reporting for all profi t-oriented entities. General purpose fi nancial statements are directed towards the common information needs of a wide range of users (shareholders, creditors, employees and the public) and provide information about an entity's fi nancial position, performance and cash fl ows. Determining taxable income requires special purpose fi nancial statement designed to comply with the tax laws and regulations in a particular jurisdiction. An entity taxable income is defi ned by the laws and regulations of the country or other jurisdiction in which it is domiciled. Tax authorities are also important external users of the fi nancial statements of SMEs. This could be a starting point for determining taxable income, but usually have some policies to minimize the adjustments to accounting profi t or loss for the purpose of determining taxable income 3 . Designed global accounting standards for SMEs cannot deal with tax reporting in individual 2 Based on responses to the Discussion Paper 3 More on present situation see Nobes (2003) The possible ways to IFRS (International Financial Reporting Standards) for SME 21 jurisdiction. Profi t or loss determined in conformity with the proposed IFRS for SMEs can serve as a starting point for determining taxable income in a given jurisdiction by means of reconciliation that is easily developed at a national level.
It is not the primal purpose of the IFRS for SMEs to provide information to owner-managers to help then make management decisions, the more signifi cant information source for managers is the system of management accounting, which is constructed in accord with the organizational structure of an entity. Nonetheless, general purpose fi nancial statements will often serve managers as a source of information on business fi nancial position, performance and cash fl ows.
Full IFRS and IFRS for SMEs are based on the same underlying principles (including interpretations). Material not relevant to typical SME is omitted with cross-reference if needed: In cases that SMEs encounter such a transaction (omitted in IFRS for SMEs) has to follow a particular full IFRS and entity should select an accounting policy that result in relevant and reliable information. The entity should consider the requirements in IFRS for SMEs dealing with similar and related issues, if does not provide guidance, the entity may use guidance in full IFRS in this case.
Modifi cations should be appropriate to user's needs and cost-benefi t considerations. The needs of SMEs fi nancial statements users are similar to those of users publicly traded companies fi nancial statements. The following parts are concerned with the full IFRS modifi cation, attention is paid to important standards, which should be modifi ed or omitted.
Areas for possible simplifi cation from full IFRS for SMEs
IAS 12 Income Taxes
A lot of rules in IAS 12 Deferred income tax accounting might not be relevant for SMEs. One way of the possible simplifi cation of this standard is only the income taxes payable, deferred tax is not recognized. There are some arguments against this approach. The deferred taxes are liabilities (or assets) that can result in large outfl ows (infl ows) of cash in the near future, therefore, should be recognized. The second way is based on the fact, that some issues are not applicable. For example deferred tax from consolidation -SMEs usually do not have to set up consolidated accounts, deferred tax is not relevant information for users of SMEs fi nancial statements, because deferred tax assets are often subtracted from equity as users do not consider those to be assets.
Following simplifi cations in recognition and measurement in the area of deferred tax are necessary. Standard should be signifi cantly reduced in the area of the operating cost in term of deferred taxes (deferred tax recording only in the case of material). The re-assessment of unrecognized deferred tax assets according to IAS 27 is too costly for SMEs. The measurement of deferred tax assets and liabilities should be based on the enacted tax rate.
IAS 19 Employee benefi ts
One of objectives of IAS 19 is to prescribe recognition of all post-employment benefi t obligations. These obligations could be important for some kinds of SMEs. Measurement of defi ned benefi t obligation can be quite complex. For calculation of the benefi t's net present value, an SME can rely on an actuary. Taking into account the limited means of an SME, subsequent adjustment should be kept as simple as possible. Therefore there is the area of simplifi cation: reduction of actuarial gains and losses by limiting the volatility of the actuarial assumptions used in the calculation. The other possible simplifi cation is based on the immediate recognition of actuarial gains and losses in income statement.
IAS 28 Investment in subsidiaries, associates and joint ventures in the separate fi nancial statements
The cost method, which is permitted in accounting for investments in associates and joint ventures in the investor's separate fi nancial statements, should be permitted by IFRS for SMEs in the investor's consolidated fi nancial statements.
IAS 39 Financial Instruments: Recognition and Measurement
The users of SMEs fi nancial statements generally need to perform a simple analysis of the data of each company but often require reproducing it over a large number of small companies, so that the disclosure of quantitative information is less relevant than for publicly accountable companies. Therefore, this standard should be simplifi ed in following areas:
• Classifi cation of fi nancial instruments. Financial instruments that meet specifi ed criteria should be measured at cost or amortized cost; all others should be measured at fair value trough profi t or loss for SMEs. The other classifi cation of IAS 39 should not be available.
• Derecognition. This should be simplifi ed because provisions applied under IAS 39 are complex and related to derecognition transactions which SMEs are typically not engaged.
• Hedge accounting. The attention should be paid to the types of hedging that SMEs are likely to do, specially hedges of: interest rate of a debt instruments measured at amortized cost, foreign exchange risk or interest rate risk in a fi rm commitment or a highly probable forecast transaction, price risk of commodity that is hold or in a fi rm commitment or a highly probable forecast transaction to purchase or sell a commodity or foreign exchange risk in a net investment in a foreign operation. For SMEs should be required periodic recognition and measurement of hedge ineffectiveness, but under less strict conditions than in IAS 39.
IAS 38 Intangible assets
Goodwill impairment Annual calculation of the recoverable amount of goodwill is onerous for SMEs because of expertise and cost involved. SMEs should be required to calculate the recoverable amount of goodwill only if impairment is indicated. The IFRS for SMEs should use an indicator approach and include a list of indicators based on internal and external sources of information. The second way is an amortization approach to goodwill impairment. It is more complex approach; amortization of goodwill could be required over specifi ed maximum period (from 10 to 20 years).
Research and development costs
Under IAS 38 all research cost are charged to expenses when incurred, but development costs incurred after the project is deemed to be commercially viable are to be capitalized. SMEs could choose an accounting policy for treating all research and development costs and expenses (not available under IAS38).
Share-based payment
IFRS 2 generally requires measurement by reference to the fair value of the equity instruments granted. There should be provided appropriate simplifi cations for SMEs.
IAS 17 Leases
The IAS 17 requires a lessee to measure rights and obligations under a fi nance lease at an amount equal to the fair value of the leased property. IAS 17 requires two measurements (The fair value and the present value of the leased property) and to use the lower of them. The measurement for SMEs should be simplifi ed, only the fair value of the leased property should be used for determination at the inception of lease.
Topics to be omitted from IFRS for SMEs
There are some topics that should not be covered by IFRS for SMEs, but for which it includes a crossreference to the relevant IFRS that an entity would be required to apply if it encountered the transaction or situation.
IAS 29 Financial Reporting in Hyperinfl ationary Economics
The SMEs whose currency is the currency of hyperinfl ationary economy should apply the full IAS 29 in preparing and presenting fi nancial statement in accordance with IFRS for SMEs. It is uncommon for SMEs to have a hyperinfl ationary functional currency; this The possible ways to IFRS (International Financial Reporting Standards) for SME 23 is the reason for omitting these standards from IFRS for SMes.
IAS 34 Interim Financial Reporting
There is an opinion that most SMEs would not issue interim fi nancial reports or would issue interim fi nancial reports that are not described as complying with a the IFRS for SMEs. The SME could choose whether use full IAS 34 or SME use its prior annual fi nancial statement s as its comparative prior period information (in case of business combination).
IAS 41 Agriculture
There should be determined biological assets and their measurement for entities using IFRS for SMEs that is engaged in agricultural activities in IFRS for SMEs. The SME should apply the fair value model for those biological assets whose fair value is readily determinable (IAS 41). SMEs should measure those biological assets whose fair value is not readily determinable at costs less accumulated depreciation. Agriculture produce should be measured at fair value less estimated point-of-sale costs at the point of harvest.
IAS 17 Leases -Lessor accounting for fi nance leases
Many lessors in a fi nance lease are fi nancial institutions that are publicly accountable and would not be eligible to use IFRS for SMEs.
IAS 33 -Earnings per Share
There is not required to present amounts of earnings per share. However, an SME that discloses earnings per share shall calculate and disclose earnings per share in accordance with IAS 33.
IAS 14 -Segment Reporting
An SME is not required to present segment information. An SME that elects to disclose segment information should follow the full IAS 14.
Results of designed modifi cation can be summed up in the following 
